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Summary

Information available
asaof | Moy 1984

was used in thi: report.

The Soviet Econorhy in 1983

_and the Qutlook for 1984

Sovict economic growth accelerated slightly last year, with the rate of
increasc in GNP reaching about 3 pereent. Industrial output was up 3.5
percent—a percentage point above the previous year. While most major
industrial branches performed well, problems continued in some industrics.
Coal production, for example, declined again in 1983, and growth in the
key machinery sector rose only slightly—a serious disappoiatment to Soviet
planners. Outside of industry, there were some impressive gains. Freight
turnover rosc sharply, particularly in rail transport. In agriculture, tho——
grain and sugar beet harvests were up substantially, and production of
meat and milk reached record highs '
The improved performance was the result of several {actors:

* Better weather.

* Substantial additions of new production capacity.

Policics and personnel.changes probably also played a role, particula rly

Yuriy Andropov's discipline campaigr

The cconomic goals included in the 1984 Plan imply an intent to sustain
GNP growth at about the same rate achieved in 1983. The target for
industrial output exceeds our estimate ol actual growth attained in 1983,
These targels represent a significant economic chalicnge, despiie the gains
last year:

* Further improvement in the weather will be nceded to keep agricultural
growth strong. Average weather this year after the good conditions in
1982 and 1983 would provide little gain in harvests of key crops.

* Additions of new production capacity, an area where Soviet performance
has traditionally varied, will have 1o remain high.

= Labor discipline will have to improve further this year, when pressures (o
slip back (o the less stringent Brezhnev approach are likely to grov

The 1984 Economic Plan and accompanying spceches, as weil as comments
by Konstantin Chernenko since he assumed powcr, suggest no compelling
new actions will be taken 10 encourage achicvement of these goals. The
pian simply raises performance standards—productivity goals arc higher
and conscrvation measures more stringent—and once again calls for
greater rcliance on “scientific and technological™ progress. No significant
changes in economic policy are prescribed nor docs the plan contain any
new initiatives for altering the way the cconomy 1§ rur
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We do not know what approach to the cconomy Chernenko might take in
the longer term. Thus far, he has stressed continuity in cconomic policy,
cndorsing the discipline campaign and other, more modest programs
cmphasized by Andropov. The General Secretary is not in a position to
introduce major changes soon; he almost certainly will not be able 10 affect
the 1984 Plan, which is alrcady under way. Chernenko rules over a divided
leadership and faces many obstacles before he can consolidate his power.
Most important, however, nothing in his background or pronouncements
indicates that he is inclined to make bold changes in the Soviet centralized
planning 22d management systen

Thus, the improved cconomic performance last year must have been
welcome news to Chernenko. The bigger increment to GNP achicved in
1983, particularly if it can be repeated or improved upon this year, will en-
able Cherncnko to consolidate his power basc and will make it zasier for
the new lcadership to avoid radical changes in either resource allocations or
institutional reform. At least for the present, Chernenko may be able 1o ap-
peasc both the-marshals and th s consumer:
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The Soviet Economy in 1983
and the Gutiook for 1984

Introduction

This assessment reviews the performance of the Soviet
cconomy in 1983, analyzes Moscow's plans and im-
plied economic policies for 1984, and discusses wheth-
cr targets for 1984 are realistic. The analysis is based
largely on economic statistics released by the Soviets
on performance in 1983 and on information about the
1984 plan contained in published speeches of the late
General Sceretary Yuriy Andropov and other high-
level officials given at the party and government
mectings in December 1983, and more recently the
speeches of Andropov's successor. Konstantin
Chernenke

1583 Resulis

Data relcased by the Sovict Central Statistical Ad-

ministration indicate that cconomic growth acceler-
ated slightly in 1983 as it had in 1982. Our calcula-
tions imply a growth rate for GNP of about 3
percent. compared with 2.6 perceni in 1982 and 2.1
percent in 1981. In 1983, growth speeded up in the
nonagricultural sectors of the cconomy but slowed in
the farm sector. In 1982, the opposite was true (see
table I
¥

* The Soviets rarely falsify cconomic data [nstead. thecy omit,
reclassify. redefine, and conceal data that they belicve would violate
national sccur-ly or prove cmbarrassing Although official cconom-
1c data are Viawed 10 some calent by padding and intentional

. dmomons such manipulations occur largely at ll\c local level:
cportine IR

T ticatc that flagranc 1arge-scalc viola-

tioas prooably arc held 10 a minimum because of the ability to
cross-check data and the need (or {:uly accucate and rchablc
statistics by the nlnn{ung apparatus [‘_

_) opined that
countrywide agricultural data probably arc fairly rehiable. Qur
rescarch shows that Sovict data gencrally follow the same trends as
Westera rcconstructions based an Sovict price and quantity statis-
tice Sec. for example. F. Douglas Whitchousc 2nd Ray Conversc,

“Soviet Industry: Recent Performance and Future Prospects.” in
US Congress. loint Economic Committee. Sovier Economy in a
Time of Change (Washin-- US Governmcent Printing Office.
19791 pp. 40242

" The pecliniinary naturc of the -4‘1b1c data precludes a precise
calculation of GNP for 195

Tablc l Average annual percent rhangc

USSR: Growth of Gross National
Product by Sector of Origin,
Selected Periods

197680 1981

Prcliﬁxinzry
. . . . s 1983
Gross natioasl 2.6 14 w6 30
product * - .
Agr;-cul(wc' N _._l.2~ _ Q.S 6.1 3
Nonagricultural 3.0 s 19 3.0
scctors _ R . .
tndustry 32 2.4 23 1S
—Coﬂs(ru:;li_O: “——ijs- —-i2|. ‘_ h‘”o.é ’ J_S
_—T.a:porm.or; s 38 Tos X
ons S8 50 32 32
24 0.7 22
Services 18 2 22 -
O s I 26 0

» Calculated at factor cost. —

® Excludes intra-agricultural use of farm products but docs not
make an adjustment for purchases by agriculture from other
scctors. Value added in agriculture grew at an average anacal raic
of 0.8 peecent during 197688, --C.2 sercentin 1961, 7
1982, 2nd 2.2 percent in I‘?S,‘

7.0 pereent in

Industrial production increased by roughly 3.5 per-
cent, a substantial improvement over the 2.3-percent
risc the previous year. Performance was especially
improved in the chemical. food. construction matcrial,
and ferrous metallurgy sectors. Machiticry output
growth, however, picked up little, if at all. Perform-
ancc in the critical encrgy sector was mixed. After
three decades of substantial annual growth, oil pro-
duction was up only slightly more than 0.5 percent
last ycar, reaching 12.3 million barrels per day. Waile
natural gas output grew rapidly—by about 7 per-
cent—raw coal output fell to 716 million tonc ?
million tons below that of 1982 (sce table °

tirt "
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Table 27 -

© "Average annual pacnil"Th'Onx( 'Tnble 3 . e o :-/;i/h'on tons
USSR: Industrial Production R USSR: Productien oi§gjcc(ed {except 25 acted;
. ; Farm Products - el
R e ey T
Average
.. ... N
Crons _
Ferrous metals ) ~02 04 Grain ... 2030 1580+ 1800% 1950%
Rolled stcel ____ 08 —-0.1 =09 40 _C_(:((on . 8.9 96 B
Steel pi - 05 —04 40 Sugar bects 89.0 61.0
: ' 13 1s 30 Sunflower seed 53 a
24 26 NA Potatoes 83.0 720 ~
T T 0 Zos Vegetables 60 2710
09 06 06 Live<tock products
69 16 11 Meat ] 148 152 154 160
; _ 28 a1 e Milk 928 88.9 91.0 96.5
Chemicals 3.6 4.0 l—s 6.0 - Eggs (billion unitsy _631 70.9___._ 724 AL )
‘Wood, pulp. and paper | —0.6 18 04 33 Livestock herds < 194 1222 1243 1267
Construction materials | 1.3 0.0 3.0 (1970~ 100
:f;ul machinery o $0 ‘:2 1,; _".1:0~ o Unofficial estimate from a Sovict lecturer. The Soviets stopped
e S e - ~s - publishing data on the size of the grain harvest after 1980.
Consumer nondurables 1.9 20 13 33 vClA estimate,
Food N 1.4 20 28 47 ~ ¢ End-of-year data. Livestock numbers are weighted by 1970
5;fx_gvod T 2.7 T _}; _:05.—_,-0 average realized prices.

» CIA estimates cxcept as noted.

® Includes oil. natural gas. coal, hydroclectricity and auclear
ciecincity. peat. oil shale, fuclwood. and other renewable energy
sources.

+ Caleulated from official Sovict data,

Domesuc farm output rosc by necarly 4 percent and
reached a new all-time high.! The livestock sector
performed particularly well. Both meat and milk
output rcached new records. Livestock herds also
surged 10 record levcls, reflecting both the good
harvest in 1983 and the strong emphasis given by the
leadership to the building of herds (sce table 3

* [t shouid be noted that our calculations of growth in farm output
are subject ta considerable uncertainty, fargely because the Soviets
have not published grain harvest statistics sincc 1980 and in 1983
faited (o disclosc the production of sunflower sced —the source of
threc-quarters of domestic vegetable oil production. However. our
cstimatcs of the size of the grain harvests have been aided by an
uaolficial Sovict report of 2 158-million-ton crop in 1981 and
Chernenka’s statement 10 the Central Committee in March that the
198 grain crop cxceeded 190 million tons. We also recently
ncreased our estimate for 1982 from 165 million tons to |80
mitlion tons because of additional information receved from Sov
prescreports on yiclds and state purchases ast ycz

Confi
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The transportation picture also was better. Total
freight turnover increased by 5 pereent with nearly all
modes of transport showing improvement.* Most sig-
nificant was the turnaround in the performance of the
railreads  the backbonce of the Soviet transportation
nctwork.? Rail freight turnover climbed to 3.6 trillion
ton-kilometers, an increase of 4 percent over 1982: it
had fallen hy over | percent the previous year (sec
tabic ¢

* Freight turnover. expressed in ton-kilometers, measures the
volume of work performed by the various transport modes. [t is
defined as the amount of (reight carried. expre-~~d.in tons, times
the distance carricd, expressed in kilometer

" Railroads ~~~~unt for about onc-half of to(al ercight turnaver in
the USST




Table 4
Freight Turnover by Mode
of Transportation

annual growth
in percent

1981 1982 Pr:limin-ary
1983

TO(I-I_-- 4 1 S.- T
R:ilro:fd.s.‘ A' ) i. -1 4 o
lnlJnd WaleV;'.;I;'s' T ] 4
Tru..cining T -“6 1 ) - o
Oil pipetine 4 3 7
dz;;i.pclinc s __1"4-- 13 lZ T

In foreign trade, we estimate that ihe value of Soviet
imports grew about 5 percent and exports approxi-
mately,7 percent in 1983. Moscow's hard currency
balance of payments is estimated to have remained at
near the 1982 level and the net hard currency debt to
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The somewhat improved economic performance owes
much to the return of better weather in the USSR last
year, which helped boost farm production. A relative-
ly benign winter and spring—tecmperatures were
warmer than normal—benefited nonagricultural sec-
tors as well. For instance, mare favorable winter and
spring weather conditions bolstered industrial produc-
tion by permitting some rebuilding of stocks of fuels
and other inputs less in demand when the weather is
mild. The weather also helped casc transportation
snarls, which, in turn, relieved industrial bottlenecks.

Another factor that contributed to improved perform-
_ance was the substantial addition to new productive
capacity in the last iwo years. New plant and cquip-
ment brought onstrcam incrcased by a hefty 5.2
percent in 1982 and by another 'S percent in 1983, up
sharply from the rates at which eross capacity had
increased since the late 1970s

* Figurcs released at the end of fanuary in the Central Statistical
Administration’s report on the cconomy’s 1983 perflormance imply
an increase ol 4.7 percent. But another figure at about the same
timc implics 3 6-pereent rise. Sce N, Baybakov, “Uvercnnaya
postup’ ckonomiki SSSR.” Planavave khazyaysivo tFebruary
1984 pp. 1-15 Data inciuded 1n the February ixsue of Vesnaik
statistiki imply a S-pcreent increase in 19K

Policy and persennel changcs_p__r_gbably also played a
part in the more rapid growtlr: Andropov's discipline
campaign appears 10 have compelled laborers 1o v ork.

“if not harder, at Iehst longer hours. Changes in

managerial personnel appear to have helped impreve
cfficiency. Management changes may have been 2
particularly significant factor in the turnaround in
rail transportation, a scctor that scems 1o have suf-
fered from especially lax leadership during the Brezh-
nev cra. For example, Geydar Aliyev, Politburo mem-
ber and First Deputy Chairman of the USSR Council
of Ministers—known for his toughness as party boss
in Azerbaijan—was given the special responsibility of
oversecing the railroads. A new Minmister of the
Railways, Nikolay Konarev, also was appointed. He
tightened discipline and apparently obtained divi-
dends from several new programs—such as enlisting
industrial enterprises and other shippers in the repair
of damaged freight cars

The Feonomy in a4

Yuriy Andropov's principal objcctive during his stew-
ardship was 1o overcome the cconomic malaise that
had characterized the waning years of Leonid Brezh-
nev's rule. During his 15 months in office, he often
voiced concern over the state of the economy. &

7] reported late last year, for example. that
Andropov had sent a letter to all Soviet party organi-
zations stating that the nation was “in danger™ and
undcrscoring the necessity of reviving and reinvigorat-
ing the economy. He warned that the time had passed
when a “‘{ormalistic” (thz2t is, cavalier) approach
towars chznges mandated from the center would be
tolerated and stated that thosc who did not support
these changes would be dealt with ruthlessh

Despite this, Andropov deviated from Brezhnev's poli-
cies only in his cfforts to instill more discipline. The
economic policics implicit in the 1983 Plan, for
cxample, mostly put ncw emphasis on existing pro-
grams. The plan data for 1984 and other information
tn the December leadership speeches, including Cher-
nenko's public statements, indicate that therc will be

~Confid¥qtial____




Figure 1 - = : — =
USSR: Selected Indicators of Economic Perforinance
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little, if any, change in economic policy agair this introduce major changes this year. Furthermore, he
year. In particular, the recent Supreme Sovict election  has not indicated any disposition t0 45 ss. He ha
speeches, coming soon after Andropov’s death and stressed continuity in cconomic policy. endorsing the
Chernenko's selection as party leader, provide a discipline campaign and the other, more modest pro-

unique opportunity for making some inf.rences about  grams pushed by Andropo
the current power and policy alignments witinin the

Kremlin. The speeches suggest that no dramatic 1. 1s 2oparent from the 1984 goals that the planners

policy changcs arc likely from the new Soviet leader-  do not intend to put the economy back on the original

ship in the near tern growth track slated for 1981-85. Projected growth
ratcs for major sectors of the economy not only

The 1564 Flan remain below what would be required to reach 1985

This year's economic goals-—announced at the Su- goals, but continuce to fall short of the average annual

prcme Sovict mectings in December—imply an intent  rates of increase implied Ly the original Five-Year

to continue in 1984 the rate of cconomic growth Plan. In short, Moscow has tacitly abandoned its

achicved in 1983. Overall, however, the 1984 Planis  original 1981-85 targets for cconomic growth (sec

conscrvative. [t points to no significant changes in table $

rcsource allocation policy and contains no new initia-

tives for altering the way the cconomy is run. Nor is Sovict plans imply a GNP growth ratc of about 3

thc 1984 Planlikely to be significantly affected by percent, roughly cqual to what was achieved in 1983.

Andropov's dé‘ath. Chernenko is not in a position 1o Industrial output 1s targeted to increasc by 3.8 per-
cent, roughly the same as our cstimate of actual

~-Conft int




. Table & ..
USSR: The 1984 Plaa in Perspective

Average annual
perceat change

i’hn

Plan 1941-83+ Required
e a9m1ss 1984-85% 1984
tndustry <177 s 16 38
Electric power EX] 3.0
Caal 16 0.0
oil T 09 0.2
éas ) o 77 72
Toual machincey # 0 e
Softgoods 35 09
Agricaltores 0 3«

* Including preliminary 1983 figures.

® Average annual rate of growth required during 1984-85 to rcach
the goal set for the 11th Five-Year Plan period.

+ Gross valuc of output with the exception of 1981.83. The latter
measure excludes intra-agricultural use of farm products.

growth in 1983. Output of the important machinery
sector (which manufactures producer durables, con-
sumer durables, and military hardwarc) is planned 1o
increase by S.8 percent, wel! above the 4-percent rate
of growth achicved last ycar and a percentage poini
nigher than the 1983 machinery output target. How-
cver, output of finished steel, a critical input 10 the
machinery industries. is slated to rise by only 1.3
percent. This small increase suggests that, unless
there is a surge in steel imports, the higher machinery
output goal is not likely to be reached. The poor
performance of the machinery industry in recent
years is the major reason why Moscow's investment
strategy—modernizing the cconomy through renova-
tion, principally with technologically advanced ma-
chinery—has not wnarked thus far in the 11th Five-
Ycar Plan perioc .
In the cnergy scctor, oil and natural gas arc targceted
for roughly 1-pcreent and 8-pereent rates of growth,
respectively. Both goals arc probably overambitious—
oil output grew by 0.6 percent in 1983 and this year's
goal implics incrcascs at West Siberian oilficlds that
probably cannot be achicved. Annual increascs in gas
production of 7 percent have been maorc typical in

- -
recent years. Theé 723-million-ton goal for coal pro-
ductivois the same as in 1933; howeve, - zaly 716
million tons werc actually mined last year j

Domestic farm outpat is planncd to risc by nearly §
percent, following a 3.7-percent gain in 1983, Warm-
cr tempceratures and generally adequate soil moisture
to date bode well for both (ail-sown grains and for
spring planting. The mild winter this year also holds
out the prospects of a second consecutive record
performance by the livestock scctor in 1984, But
favorable weather must continue throughout the
growing scason if the overall agricultural output
target is to be met this year

Plans for crop production gencrally fall close 10 or
within range of the targets in the 1981-85 Plan. For
cxample, a grain crop of ncarly 240 million tons is
targeted for this year: the 1981-85 Plan called for
grain output to average 238-243 million tons a year,
Mcat production is planned to reach 16.8 million tons.
a goal well within reach given the record herd num-
bers on hand and assuming the Soviets have relatively
good grain and other feed crops this year. Noncthe-
less, Moscow will need 10 import reduced but still
substantial quantitics of meat—about 400,000 tons
coriparcd with an estimzted 800,000 tons ir 1983—-
just (o maint=ir ner capita meat availability at the
1983 devel /

Support for the Food Program, begun under the
Brezhnev regime, apparently is to continue. Capital
investment in the agro-industrial complex is (o exceed
onc-third of total capital investment. A large increase
in investment in industrics that directly support agri-
culture is planned. For example, investment in miner-
al fertilizer facilitics is to incrcase by 24 percent, and
the construction of storage and refrigeration facilitics
is 10 rise by 13 percent. The Sovicts are pushing
especially hard to bolster their inventory of farm
machinery. This year's plan calls for 3 ¥4-percent
Jump in investment in such industric: K

C ]
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Figure 2
USSR: Fuels Production .
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The plan calls for growth in rail freight turnover to
slip to less than 2 percent from 4 percent in 1983. The
projected declinc in growth in rail freight turnover
this year. despite plans to maintain the 1983 ratc of
increasce in Gf\.';?. probably reflects Soviet intcntions
to markedly improve efficiency of the railroads by
cutting down “irrational™ freight hauls. using new
managerial and worker incentives, and stepping up
the pace of modernization.’ The low target also
reflects continuing efforts 1o raise the share of freight
carricd by other modes af transport, particularly
pipclines and truck:

. )
The plan for forcign trade calls for only a slight
increasc in total trade turnover but fdr the share of
trade with Communist countrics to increase dramati-
caily. In his annual report to the Supreme Sovict,
Gosplan Chairman Nikolay Baybakov indicated that

* According to Sovict estimaies, for instance, the volume of raal
fecight turmover in 1983 was inflated Ly as much as 7 pereent
because of such wastelul practices as cxcessive crosshauling of
freight - hauling coal from anc arca ta another, for cxample, ar the
sanc time that the same come ity 18 being transparted an anather
train in the opposite dircctio

~—Confidentiat

trzde with Communist countries would increase 10
percent—twice the annual rate of the past two
years—and would reach morc than three-fifths of
total Sovict trade turnover. He implied that the
growth of trade with non-Communist countries would
drop about 10 percen

This is an cven more ambitious plan for reducing
tradc with the West than that of last ycar. Thus far in
the 1981-85 planning period. however. the Sovicts
have not made good on their plans to trade less with
the West and more with Communist countries.
Growth in trade turnover with non-Communist coun-
trics has outpaced that with the Communist Bloc in
1981, 1982, and, according 1o our preliminary esti-
mates. in 1983 as wet

Asidc from the desire 10 reduce the reliance of CEMA
countrics on thc West, an important factor in Mos-
cow’s trade policy is the longstanding desire to limit
borrowing from the West. The regime also may be

6




Table 6 - - - - Percent
USSR: Volume Growth in . . -
Foreign Trade:

1981 1982 Preliminary 1984 1981.85

19830 FPlan<  Plans

T_Q(nvl‘_l»r_age ) 4.2 82 1) 1 4.0
With Communist 2.3 53 3 0 s6
cour_urics
With noa- 1.8 108 4 ~=10 23
Communist
countrics

+ Calculated (rom Sovict data cxpressed in constant prices.

* Estimatcd. bascd on results for (irst three quartcrs of the year.

* Itis unclear whether the 1984 Plan data are cxpressed in current
or constant prices.

¢ Avcrage annual rate of increase.

anticipating some decline in its hard currency carn-
ings capacity this year (perhaps because it expects
reduced carnings from exports of ail and arms’

Moscow has been pressuring its Warsaw Pact allics to
reduce their bilateral trade deficits with the USSR
and to boost their cxports, especially those of higher
quality goods, to the Soviet Union. At the annual
mecting of CEMA premiers in October 1983, Premier
Nikolay Tikhonov expressed the view that although
the Soviet Union recognizes the interests of the
CEMA countries in receiving fuel and raw materials
from the USSR, these needs cannot always be fully
met. Hec bluatly stated that deliveries will depend on
the ability of East Europcan countries 1o supply the
Soviet Union with the high-quality goods it needs for
i1ts own cconom-

\
But, the Cast Europcans —{acing critical cconomic
and financial problems of their own—have been nei-
ther willing nor able to assist Moscow much in
providing substitutes for Western imports of machin-
cry and manufactured consumer goods. Nonetheless,
because of the relative calm in Eastern Europe. the
Soviets may be more willing now than in the past 1o
scale back dcliverics of raw materials to their allics.
Martial law, lifted in the fall of 1983, appears 1o have
succceded in controlling tensions in Poland. There

Stovaliaciginy

has, in fact, been ljttle overt discontent in any of the
- . e .
East European—counirics, dispite harder ~conomic

Stimer

Meeting the Targets

To mect the 1984 targets, Andropov's December
speech (read to the Party Plenumy) listed several
gencral requirements—higher productivity, more in-
pul savings, and “a dccisive turn toward scientific and
technical progress'™—but offered little on how these
requircments arc to be met. Previous calls for stricter
discipline and increased cfficiency for workers and
managers were repeated. Chernenko's speech to the
Central Committce on 13 February also was devoid of
any specific guidance. Both Chernenko and Andropov
called for growth in labor productivity to exceed by 1
pereent the targets in the plan itself. They likewise
urged an additional cut of 0.5 percent in production
costs beyond the cost reduction targets in the plan. A
high-level Sovict official recently told the US Embas-
sy that the new requirements were mandatory and
would be strictly and uniformly enforced. Still. the
likely purpose in tacking on these additional require-
ments was 1o dramatize the urgent need for greater
cfficiency throughout the econom:

The plan also lays down tougher conservation gaals
for energy, metals, and raw materiais. The Soviels
have been calling for siricter conservation measures
for somc time, but particuiarly since the July 1979
cconomic reforms. There is no reason to believe this
latest push will succeed. Enterprise managers still
concern themsclves foremost with meeting output
targets and only secondarily with reducing production
costs

As in the past, Andropov’s speech urged more rapid
scicntific and technological advances. The tonc of the
remarks, however, suggests that a more serious effort”
will bc made to increase the payoff from research
work and to spur the introduction of new technology
in10 the cconomy. The late General Secretary's speech
criticized a number of machinery industrics, in partic-
ular, for failing to produce more technologically ad-
vanced cquipment. However, nothing in the speech

~Confidential——— -
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suggested an intent to make changes in the plarning
“afd incentive systein that would cncouragé inncva-
lion—a necessary condition for sustgined higher rates
of cconomic growth over the long run ’

Resource Allocation

The 1984 Plan implies that investment and consump-
tion are slated to grow at ncarly equal rates—about 4
percent—slightly higher than the planned 3-percent
risc implied for GNP.* The new regime has not yet
had time to affect Soviet plans: any major change
contemplated in resource allocations would probably
not occur until the 1986-90 Plan had been worked
out. Although Chernenko has advocated improved
consumer welfare in the past, it is far from clear that
ke will push for a larger share of resources to be
aliocated to consumption, As usual, very little infoc-
mauon was'reicased on the ajiocaiion of fesuurces Lo
defense

Investment. The plan specificaily calls for new fixed
InvEsiment to increase by 3.9 percent this vear. Since
investment has run well ahead of plan cach year since
the 11th Five-Year Plan began. the actual increasc in
investment in 1984 may.be greater. New fixed invest-
ment has been absorbing a slightly rising sharc of
GNP cach year, growing at an average annual rate of
about 4 percent during the first three years of the
11th Five-Year Plan period

‘The 1981-85 Plan calied for stower growth in invest-
ment than in overall cconomic growth. The rationale
was that lagging investment growth would be comper:-
satced by rising capital productivity through more
cfficient use of plant and cquipment and speedicr
technological progress. The more rapid increase in
investment than in GNP suggests that (1) this strategy
wys abandoned or ignored, and the premise on which
it was based was rejected from the very outset and/or
(2) the planners have not been able to control invest-
ment from the center, particularly ncw construction,
which has been increasing faster than planned. In-
decd. if onc assumes that the goal of 3.9 percent for

" These data do not necessarily imply, although it certainly cannot
be ruled out, that defensc is planned 10 grow less rapidly than GNP,
First. the growth rates implicd for GNP and consumption arc based
on incomplete Soviet plan dats and thus subgect 1o somce uncertain-
. 1n adduion. we have no information on the plaancd growth in
cxpenditures on ather companents of GNP that nust be taken into
ACCOUNL  anveniarics, ne* =~ noryx, adnunntrative matiers, and oth.
<t auscclancons item

--—Confidentinl —

Table 7 R
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new fixed investment for 1984 is reached and that
new fixed investment grows by 4 percent in 1985-—1the
1981-84 average—investment for the first half of the
decade would increase roughly 20 percent compared
with 1976-80, almost double the 10.4 percent growth
originally planned. Whether investment growth
should be slowed down or speeded up is a subject of
continuing debate in the USSR

Although few actual figures have been rcleased by the
Soviets, no substantial changes appear 10 have been
made in the allocation of investment resources. Fi-
nance Minister Vasiliy Garbuzov stated that capital
investment will ga “in the first place™ fer projects in
the cnergy and the “agro-industrial compiex,” metal-
lurgy, machinery, chemicals, transport, and consumier
goods. With the exception of consumer goods and
chemicals, these sectors are the same ones singled out
for priority attention in the 1981-85 Plan. lnvestment
in cnergy is to grow by 11 percent this year, in line
with the five-year increase of 50 percent originally
targeted for energy

Even though Garbuzov singled out ferrous metals,
machinery, and transportation, investment in these
arcas has been less than adequate thus far in the 1ith
Five-Year Plan peried, given the impertance and
needs of these sectors. Investment in the machinery
scctor. for example, increased only 4.2 percent and 0.8
percentan 1981 and 1982, respectively: investment in
railroads rosc about $ percent in 198! but not at all in
1982. With energy investment slated (o grow rapidly




in 1984, investment allocations té other sectors also
imporiznt 1o cconomic growth canno! increase muck,
if at all

The corncerstone of Moscow's investment policy in
1984 is the continued emphasis on modernization of
plant and cquipment.* This is to be accomplished
primarily by stepping up the pace at which machinery
is being replaced with technologically advanced
cquipment. The share of machinery and equipment in
total investment is to reach 42 percent—the same
share as planned for last year. Evidently, the rate at
which the modcernization strategy was implemented in
1983 lagged plans. Efforts to reduce new construction
starts are to be further intensified by permitting new
projects only “in exceptional cases.™ The commission-
ing of new capacity is 1o increasc substantially—by
almost 6 percent—in part by reducing the level of
unfinished construction by about 3 percent.”

Consumption. The ufficial Soviet data imply an in-

crease in consumption in 984 of aboui £ percent

.

Retail sales are planned 10 rise by 5.4 percent (in
current prices). If we assume a rate of inflation of 1
to 1.5 pereent, the increasc in sales in real terms
would be 2bout 4 percent.

Real per capita income (a measure of consumption
of goods and some services) is to increase by 3.5
percent. If we assume a population growth of slight-
ly under | pereent. the plaaned rise in real income
would be about 4.5 percent.

Except for 1981, consumption has grown at a slower
rate than GNP thus far in the current five-year plan.

\
During its brief tenure, the Andropov regime demon-
strated concern for the welfare of the population by
calling for improvements in the level of services and in
the supply of consumer goods provided the population
Znd by giving a high priority 1o the Food Program.

** This docs not represent a change from the iavestzient strateey
ariginalv taid down in the 11tk Five. Year l’lanc

* The Sovict construction industry 15 notorious foc letting hugT
teventorics of uofinished buildings and uniastalicd oquipment accy-
mulste. Since 1970, the tevel of uafinished construction has been
scduced ance ir} 19X0 - and thea aaly by 1 percent. |

= Table 8 =
-USSR: —Growth In Gross Commissionings
of New Capacity

Percent

1976-80 1981 1962 Preliminary  Plan
et e 1983 1984
<6« os 52 50 S

* Avcrage anaual catc of growth,

* This is the planned growth of commissionings from state capital
favestment only. State capital investment embraces roughly 90
percent of total capital iavestment.

The December 1983 party and government mectings,
morcover, paid considerablc attentioi to consumer
issucs. Andropov labeled as intolerable the amount of
resources wasted by industrial critciprises producing
shoddy and unmarkectable consumer goods. Garbuzov
criticized ‘ncavy induslry. in gcncral and the machin-

cansumer goods and for manufat_lurmg inferior goods.

Andropov did not. however, redireci iesources (o the
consumecr scctor.” Because he believed workers could
be motivated by other means, Andropov downplaved
the material aspects of coasumption while stressing
that wages must be closcly linked to increases in labor
productivity. Morcover, Baybakov teit little doubt in
his Deczmber specch that few additional resources
will go 10 consumer programs in 1984. Hc indicatcd
that consumption gains must rcly on greater
efficiency:

Production (of consumer goods) will be increascd
through the better utilization of production ca-
pacttics . . . (and) the rational and economical
use of all raw materials . .

“ Onc exception was Andropov’s commitment o improving housing
last year, which apparcntly went beyond merc lipservice. The 1983
Plan for housing construction was revised upward from 106.6 (0
110.1 million square mcters. Residential construction reached the
highcr target. onc of the few times in the past 20 years that the
housing goal has been met. It was the fourth straight year that
rural houscbuilding increasod but the first time in scveral ycars that
urban houscbuilding rosc. The 1984 Plan calls far construction of
109 nullion ouarc incters of housing




Chernenko has spoken out in the past in favor of
Brezhnev's Food Program and has tried o cultivate
the image of a lcader attuned to popular aspirations
by calling for co'rnmissions to study public opinion,
more intraparty democracy, and greater attention to
letters from the rank and file. Still, any major push to
raisc living standards probably will have to wait until
the 1986-90 Plan is set in motion. In the interim,
improvements in the food situation in 1983, particu-
larly with respect to meat, and the favorable outlook
for further improvements this year may help raise the
quality of Soviet diets and reduce the imbalance
between purchasing power and the availability of
consumer goods desired by the populace.

Meanwhilc, the stress on limiting wage growth™ and
on selective price increases to help prevent accumula-
tion of excess purchasing power will do little 10
stimulate greater worker effort. Raising incentives to
work harder primarily requires 2 major restructuring
of retail prices, bringing product mix into greater
conformity with demand, and—above all—substan-
tial increases in the supply of quality food, housing,
and personal services. As Soviet experience shows,
however, it is far more difficult to carry out these
initiatives than to control the growth of houschold
tncomes."*

Defense. The official defense budget for 1984 is
essentially the same as the ones published for the last
three years. It is far lower than actual expenditures
and incompatible with knowa Soviet force leveis and
military programs. Leadership commentary on the
defease spending issue has been sparse, ambiguous,
and somctimes contradictory. In its only reference,
Andropov’s December Plenum speech stated that
“everything necessary has been envisaged to maintain

the country's defense capacity at a proper level.” In a.

recent speech, Chernenko said, *“let no one have even
the slightest doubt that we will see to it that our
country’s defense capacity will be strengthened.”

** Calculated as a weighted average of pay for wage and salary
workers and collective farmers, wages grew 3.4 percent in 1982, 2.9
pereent in 1983, and are planned to increase by 2.0 percent in 1984,
" For a discussion of the leadership’s policy toward the consumcr,
scc DD Intclligence Assessment SOV §3.10212 & A
December 1983, USSR Policy Toward the Consumer

Becausc a year has passed since the Andrepov regime
had assumed power, it secemed iikely that some bold,
ncw cconomic initiatives would be unveiied at the
Party Plenum last December. Andropov had, for
example, appointed 4 high-level committee under the
leadership of Central Committee Scerciary Ryzhkov
to review the party's options for changing the econom-
ic system shortly after assuming power in November
1982. Moreover, an interdepartmental council chaired
by Baybakov since 1981 had been evaluating cconom-
ic reform measures adopted in Eastern Europe.

The General Secretary’s repori, however, was singu-
larly devoid of any fresh, new programs. Instead, only
programs that had already been talked about were
mentioned. First, the “cconomic experiment” involv-
ing five industrial ministries, which began this Janu-
ary, was emphasized. In the experiment, enterprises
are to be given more latitude in using investment and




wage funds, largely to spur technological change and

~innovation. The planning system is also to be simpli-
ficd by reducing the number of success indicators—
contract fulfiliment is to be the primary indicator—
and the role of production associations and enterprises
in drafting plans is to be increased. Finally, worker
and management bonuses are to be tied more closely
to enterprise perfo-mance.'* Sccond, the concept of
small labor brigades in industry, construction, and
agriculture as an cflective way o increase local
initiative in the decisionmaking process and 1o raisc
productivity by encouraging worker sclf-interest was
also endorsed. A worker's pay under the brigade
system is ticd both to the output of the brigade as a
whole and 1o his individual contribution 1o that
output

Much of what has been inciuded in these programs,
however, has been tried before with limited success.
Granting cnterprises more control over investment
funds, for instance, was tried under Premier Nikolay
Kosygin's rcforms during 1965-71. Unlortunately, the
planning of investment supplies was not decentralized
at the same time. As a result, would-be investors were
unable to obtain the necessary physical resources
needed to implement their plans. Nothing in this
latest “cxperiment’ addresses this problem. Contract
{ulfillment as a success criterion is also not new. It
was [irsigadopted as a sccondary success indicator in
July 1974 and reemphasized in the July 1979 reforms.

The implementation of these “*new™ programs, more-
over, has not been going smoothly. At the weekly
Politburo mecting on 8 December 1983, the heads of
two of the ministrics slated to participate in the
experiment were sharply criticized for “serious omis-
stons’* in their preparations. The published account of
the Politburo mecting contained the sharpest and
mosl dctailed criticism of government organizations
that has appcared since the reports began a year ago.
A November article in Pravda criticized the State
Committee for Matcrial and Technical Supply

“ 1n carly Fcbruary, on the cve of Andropov’s death, a similar
cxperiment giving greater operational independence to personal
scrvices establishments in a few arcas of the RSFSR was an-
nounced. In addition. a recent editorinl in Pravda indicated that the

cxperiment =-td be cxpanded ta the ratlways in some regions of
the countr

Couliacaliay

(Gossnab) for discriminatipg against cnterprises in-
volved in the cxperiment. Andropav. himsell. waz
highly.critical of perverse ““loopholes™ that allow the

‘payment of bonuses even when contractual obligations

arc not fully met. Enterprises can collect bonuses as
long as contract {ulfillment reaches 97 percent

When all is said and done, however, Moscow will
almost certainly declare the experiment a success.
Morecover. the industrics involved are clearly in the
spotlight and will be given priority treatment—such

~ as in the acquisition of raw materials, equipment, and

rail services. Conscquently, the results will teit little
about the real potential for applying the new meas-
ures throughout the economy

Moscow is having no bettcr success with the labor
brigade program. Despite claims that 60 percent of all
workers in industry and 28 percent of agricultural

land in the RSFSR is under the collective contract
svstem, the Sovicts have publicly admitted that many—
of these brigadcs exist only on paper.
government decrecs issued in December acknowledge
that, in many industrics, worker brigades are “mere
formalities”™ and have not actually been integrated
into enterprise operations. Only half of the brigades
arc opcrating under contracts, and wages continuc to
be based on an individual basis, ignoriag the link with
brigade performance. A key reason appears (0 be
opposition by ministerial and working-level managers,
who sce the contractual arrangements of the brigade
system as diluting their authority over worker«
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Andropov undoubtedly faced both economic and polit-
ical obstacles—such as a conservative ideology and an
entrenched burcaucracy—in his efforts to introduce
change. Such obstacles would hamper any Soviet
regime; they will undoubtedly restrict Chernenko’s
options. Other factors may help explain why Andro-
pov did not introduce a more dynamic program:

« The improved performance of the economy in 1982
and 1983 —notably the risc in the growth of indus-
trial production—may have increased Moscow's
confidence that actions alrcady taken had been
sufficicnt 10 ensure morc rapid growth in the ycars
ahcad.
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= Andropov may have becn mustering his resources
for the 1986-90 planning period. The Andropov
plenum specech, for instance, noted that, ““we should
enter the 12¢th Five.Year Plan period with 3 well-
adjusted cconomic machine allowing for aa cven
fuller use of the potentialities of our ccunomy.”

Aadropov may have slowed his program in ¢x-
change {or the appointment of “his tecam™ to key
parly and goverament posts.

Failing hcalth also may have prevented Andrapov
from pushing morc vigorously for change

For the moment, the watchword under the Cherncnko
leadership is continuity. 1t is difficult 1o know what
approach to the cconomy the new General Scerctiry
might take in the longer run, particularly since his
past statements do not suggest a clearlv defined or
comprchensive cconomic philosophy or strategy. He
has advacated regional administration of specific cco-
nomic programs. supporting the RAPOs (o implecment
the Food Program.” Hc apparcatly prefers regional ta

TRAPOS (Ravon Ageo-Industenad Associa lionst arc <cll-tinanciag
assacuttinns that inctude all fanns, agricultoral scrvice AgCNaICs,
and processing cnlcrpeises 1o a given disteict These GrEanizatons

Cut 277y auantcnial lines and conceatrate autharty at the local
leve

Aonfldentiagt

—_—

ministerial organization. la 1982 he attacked the
autonomy of the ministrics, which heo caid “catc away
itke rast at the cconomic mechanism.” However.
nothing in his background or past nronouncements
indicates an inclination toward bald sysicmic change
that would significantly reduce centralized planning
Or management

The first major Central Committee resolution pub-
lished by the new regime suggests hostilily toward
challenges to basic clements of the economic sysicn,
The resolution chastizes the Institute of Economics of
the Academy of Scicnces for superficial and misguid-
cd rescarch and analysis. It urges the institute to
undertake work with more practical application. The
attack on the Institute appears 1o be a veiled. high-
level warning to academic cconomists generally to
ccasc openly proposing radical and sweeping
changes.” The resolution could signal an cnd 1o the

* Onc propanal put farth ia the open peess calls foc 2 farger rolc for
private caterprise. specificatly saall fanuly businesses run by
individuals tn their (ree time to neovide such scrvices as housing
maintcnance and repaic, and 10 opcrate small stores 3nd cafes.
Other changes advocated in various focums include greater flexibnl.
oy aad mare ecliance on onice incentives, increased suppaort for
provate ageicultural

~d greater innavativencss in banking
and manctary policic




candid, far-ranging public discussion of economic
issues encouraged by Andropov, at least in his carly
months as General Secretary. *

Outlook

Although fulfiliment of the 1984 Plan depends largely
on gains in labor productivity that are out of line with
the increases the Sovicts have been able to achieve in
recent years, Moscow could sustain last year’'s GNP
growth in 1984. Several factors could combine to
maintain, or clevate, growth in 1984: better weather:
stimulation of still greater worker effort; opportunitics
for greater cfficiency that can be capitalized on
without systemic change (as in transport); and contin-
ued sizable additions to capital. *

In his carly remarks as party General Secretary,
Chernenko affirmed the need to maintain labor disci-
pline. He also is continuing the crackdown on corrup-
tion.” Chernenko has publicly asserted that high
officials would not be exempt from the anticorruption
campaign. However—despite these words and ac-
tions—he is likely to be more protective of regional
first secretarics and government ministers, on whom
he heavily depends for political support. )

Even if Chernenko matches Andropov's zeal with
regard to discipline atid corruption, reliance on in-
creases in discipline is not a long-term solution to
Moscow’s economic problems. Without more strin-
gent application, the impact of the discipline cam-
paign will weaken. Therc are, in fact, indications that
the intensity of the campaign has begun to wind
down. For example, the police crackdown on people
who, contrary to law, offer merchandise for private
sale has abated as has the police campaign to check on
pecople absent from work.

Continuation of the anticorruption campaign could be
more costly than beneficial. The crackdown on illegal
activity in the so-called second economy could elimi-
nate a substantial volume of goods and services not
provided by the regular cconomy.

" TASS announced in March, for instance, that a deputy minister
of Tractor and Agricultural Machine Building had been expelled
from the party for abuse of office and that crimine! oroceedings
would be brought against him and his accomplices. )

In the longer run, these factors-—which either move
crratically (such as the weather) or will lose force
cventually (such as the discipline campaign)—are
likely to bow before the deeper problems——_i_nclu@ing
declining increnments to the workinig-age population,
the rising costs of extraéting, processing, and trans-
porting raw materials, and transportation bottle-
noecks—that have constrained growth since the mid-
1970s. These problems remain; some, such as the
slowdown in the growth of the labor force, in fact, are
Jjust now reaching peak severity.®

Political Implications

The improved economic performance in 1983 must
have been welcome news to Chernenko. He has come
to power at a particularly difficult time, as had his
predecessor; economic growth rates have been slug-
gish for several years, increases in per capita con-
sumption have fallen, and the competition for re-
sources between military and civilian needs has
become intense. Externally, the Soviet Union is pro-
viding costly support for the stagnating economies of
Eastern Europe as well as other client states and is
bogged down in a long and costly war in Afghanistan.

The bigger increment to GNP achieved in 1983,
particularly if it can be repeated or improved upon
this year, will provide Chernenko with some room to
maneuver in consolidating his power base, and will
make it easier for the new leadership to avoid radical
changes in either resource allocations or institutional
reform. At least for the present, Chernenko may be
able to appeasc both the marshals and the consumers.

Intcrnationally, the better performance could take a
little of the heat ofi the Sovicts—albeit temporarily—
in their economic relations with Eastern Europe and

* Sovict growth prospects through 1990 are analvzed in DDI
Rescarch Paper SOV 84-10017 (Confidentia. . ..), February 1984,
USSR Economic Profections Through 1990—A New Look as well
as in DDI Intelligence Assessment in preparation, Policy Implica-
tions of the Soviet Economic Slowdown. )
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Third World countries. Moscow may be walking a
fine line in its attempt to cut costs in Eastern Europe
without precipitating new crises in the Bloc. As living
standards stagnate or decline in Eastern Europe, anti-
Russian sentiment is likely to increase among the
peoples of the region who may thea look to the West
for support for their national aspirations. Similarly,
unless the Sovicts are more forthcoming with aid to
Third World countrics, as these countries’ needs for
developr-ent assistance mount, their leaders arc likely
to grow more dissatisfied with the USSR and be more
tempted to turn to the West.  °

Finally, the better performance last year, coupled
with a belief that the more upbeat trend will continue,
could increase Sovict intransigence on arms control
issues. Although Sovict decisions in arms control are
primarily driven by calculations of political-strategic
advantage and the dynamism of weapons technology,
economic factors also influence Moscow’s interest in
stabilizing high-technology competition with the
United States.
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